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(3) Maintain a lease or areawide bond
in the amount required in § 256.53(a) or
(b) of this part.

(b) For the purpose of this section,
there are three areas. The area offshore
the Atlantic Coast is included in the
Gulf of Mexico. Areawide bonds issued
in the Gulf of Mexico will cover oil and
gas or sulphur operations offshore the
Atlantic Coast. The three areas are:

(1) The areas offshore the Gulf of
Mexico and Atlantic Coast;

(2) The area offshore the Pacific
Coast States of California, Oregon,
Washington, and Hawaii; and

(3) The area offshore the Coast of
Alaska.

(c) The requirement to maintain a
lease bond (or substitute security in-
struments) under paragraph (a)(1) of
this section and § 256.53 (a) and (b) is
satisfied if your operator provides a
lease bond in the required amount that
guarantees compliance with all the
terms and conditions of the lease. Your
operator may use an areawide bond
under this paragraph to satisfy your
bond obligation.

(d) If a surety makes payment to the
United States under a bond or alter-
nate form of security maintained under
this section, the surety’s remaining li-
ability under the bond or alternate
form of security is reduced by the
amount of that payment. See para-
graph (e) of this section for the require-
ment to replace the reduced bond cov-
erage.

(e) If the value of your surety bond or
alternate security is reduced because of
a default, or for any other reason, you
must provide additional bond coverage
sufficient to meet the security required
under this subpart within 6 months, or
such shorter period of time as the Re-
gional Director may direct.

(f) You may pledge U.S. Department
of the Treasury (Treasury) securities
instead of a bond. The Treasury securi-
ties you pledge must be negotiable for
an amount of cash equal to the value of
the bond they replace.

(1) If you pledge Treasury securities
under this paragraph (f), you must
monitor their value. If their market
value falls below the level of bond cov-
erage required under this subpart, you
must pledge additional Treasury secu-

rities to raise the value of the securi-
ties pledged to the required amount.

(2) If you pledge Treasury securities,
you must include authority for the Re-
gional Director to sell them and use
the proceeds when the Regional Direc-
tor determines that you fail to satisfy
any lease obligation.

(g) You may pledge alternate types of
security instruments instead of pro-
viding a bond if the Regional Director
determines that the alternate security
protects the interests of the United
States to the same extent as the re-
quired bond.

(1) If you pledge an alternate type of
security under this paragraph, you
must monitor the security’s value. If
its market value falls below the level
of bond coverage required under this
subpart, you must pledge additional se-
curities to raise the value of the securi-
ties pledged to the required amount.

(2) If you pledge an alternate type of
security, you must include authority
for the Regional Director to sell the se-
curity and use the proceeds when the
Regional Director determines that you
failed to satisfy any lease obligation.

(h) If you fail to replace a deficient
bond or to provide additional bond cov-
erage upon demand, the Regional Di-
rector may:

(1) Assess penalties under part 250,
subpart N of this chapter;

(2) Suspend production and other op-
erations on your leases in accordance
with § 250.110 of this chapter; and

(3) Initiate action to cancel your
lease.

[62 FR 27955, May 22, 1997; 64 FR 9066, Feb. 24,
1999]

§ 256.53 Additional bonds.
(a) This paragraph explains what

bonds the lessee must provide before
lease exploration activities commence.

(1)(i) You must furnish the Regional
Director a $200,000 bond that guaran-
tees compliance with all the terms and
conditions of the lease by the earliest
of:

(A) The date you submit a proposed
Exploration Plan (EP) for approval;

(B) The date you submit a request for
approval of the assignment of a lease
on which an EP has been approved; or

(C) December 8, 1997, for any lease for
which an EP has been approved.
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(ii) The Regional Director may au-
thorize you to submit the $200,000 lease
exploration bond after you submit an
EP but before he/she approves drilling
activities under the EP.

(iii) You may satisfy the bond re-
quirement of this paragraph (a) by pro-
viding a new bond or by increasing the
amount of your existing bond.

(2) A $200,000 lease exploration bond
pursuant to paragraph (a)(1) of this sec-
tion need not be submitted and main-
tained if the lessee either:

(i) Furnishes and maintains an
areawide bond in the sum of $1 million
issued by a qualified surety and condi-
tioned on compliance with all the
terms and conditions of oil and gas and
sulphur leases held by the lease on the
OCS for the area in which the lessee is
situated; or

(ii) Furnishes and maintains a bond
pursuant to paragraph (b)(2) of this sec-
tion.

(b) This paragraph explains what
bonds you (the lessee) must provide be-
fore lease development and production
activities commence.

(1)(i) You must furnish the Regional
Director a $500,000 bond that guaran-
tees compliance with all the terms and
conditions of the lease by the earliest
of:

(A) The date you submit a proposed
Development and Production Plan
(DPP) or Development Operations Co-
ordination Document (DOCD) for ap-
proval;

(B) The date you submit a request for
approval of the assignment of a lease
on which a DPP or DOCD has been ap-
proved; or

(C) December 8, 1997, for any lease for
which a DPP or DOCD has been ap-
proved.

(ii) The Regional Director may au-
thorize you to submit the $500,000 lease
development bond after you submit a
DPP or DOCD, but before he/she ap-
proves the installation of a platform or
the commencement of drilling activi-
ties under the DPP or DOCD.

(iii) You may satisfy the bond re-
quirement of this paragraph by pro-
viding a new bond or by increasing the
amount of your existing bond.

(2) The lessee need not submit and
maintain a $500,000 lease development
bond pursuant to paragraph (b)(1) of

this section if the lessee furnishes and
maintains an areawide bond in the sum
of $3 million issued by a qualified sur-
ety and conditioned on compliance
with all the terms and conditions of oil
and gas and sulphur leases held by the
lessee on the OCS for the area in which
the lease is situated.

(c) When a lessee can demonstrate to
the satisfaction of the authorized offi-
cer that wells and platforms can be
abandoned and removed and the drill-
ing and platform sites cleared of ob-
structions for less than the amount of
lease bond coverage required under
paragraph (b)(1) of this section, the au-
thorized officer may accept a lease sur-
ety bond in an amount less than the
prescribed amount but not less than
the amount of the cost for well aban-
donment, platform removal, and site
clearance.

(d) The Regional Director may deter-
mine that additional security (i.e., se-
curity above the amounts prescribed in
§§ 256.52(a) and 256.53 (a) and (b) of this
part) is necessary to ensure compliance
with the obligations under your lease
and the regulations in this chapter.

(1) The Regional Director’s deter-
mination will be based on his/her eval-
uation of your ability to carry out
present and future financial obliga-
tions demonstrated by:

(i) Financial capacity substantially
in excess of existing and anticipated
lease and other obligations, as evi-
denced by audited financial statements
(including auditor’s certificate, bal-
ance sheet, and profit and loss sheet);

(ii) Projected financial strength sig-
nificantly in excess of existing and fu-
ture lease obligations based on the es-
timated value of your existing OCS
lease production and proven reserves of
future production;

(iii) Business stability based on 5
years of continuous operation and pro-
duction of oil and gas or sulphur in the
OCS or in the onshore oil and gas in-
dustry;

(iv) Reliability in meeting obliga-
tions based on:

(A) Credit rating(s); or
(B) Trade references, including

names and addresses of other lessees,
drilling contractors, and suppliers with
whom you have dealt; and
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(v) Record of compliance with laws,
regulations, and lease terms.

(2) You may satisfy the Regional Di-
rector’s demand for additional security
by increasing the amount of your exist-
ing bond or by providing a supple-
mental bond or bonds.

(e) The Regional Director will deter-
mine the amount of supplemental bond
required to guarantee compliance. The
Regional Director will consider poten-
tial underpayment of royalty and cu-
mulative obligations to abandon wells,
remove platforms and facilities, and
clear the seafloor of obstructions in the
Regional Director’s case-specific anal-
ysis.

(f) If your cumulative potential obli-
gations and liabilities either increase
or decrease, the Regional Director may
adjust the amount of supplemental
bond required.

(1) If the Regional Director proposes
an adjustment, the Regional Director
will:

(i) Notify you and the surety of any
proposed adjustment to the amount of
bond required; and

(ii) Give you an opportunity to sub-
mit written or oral comment on the ad-
justment.

(2) If you request a reduction of the
amount of supplemental bond required,
you must submit evidence to the Re-
gional Director demonstrating that the
projected amount of royalties due the
Government and the estimated costs of
lease abandonment and cleanup are
less than the required bond amount. If
the Regional Director finds that the
evidence you submit is convincing, he/
she may reduce the amount of supple-
mental bond required.

[58 FR 45262, Aug. 27, 1993. Redesignated and
amended at 62 FR 27956, May 22, 1997]

§ 256.54 General requirements for
bonds.

(a) Any bond or other security that
you, as lessee or operator, provide
under this part must:

(1) Be payable upon demand to the
Regional Director;

(2) Guarantee compliance with all of
your obligations under the lease and
regulations in this chapter; and

(3) Guarantee compliance with the
obligations of all lessees, operating

rights owners and operators on the
lease.

(b) All bonds and pledges you furnish
under this part must be on a form or in
a form approved by the Associate Di-
rector for Offshore Minerals Manage-
ment. Surety bonds must be issued by
a surety that the Treasury certifies as
an acceptable surety on Federal bonds
and that is listed in the current Treas-
ury Circular No. 570. You may obtain a
copy of the current Treasury Circular
No. 570 from the Surety Bond Branch,
Financial Management Service, De-
partment of the Treasury, East-West
Highway, Hyattsville, MD 20782.

(c) You and a qualified surety must
execute your bond. When either party
is a corporation, an authorized official
for the party must sign the bond and
attest to it by an imprint of the cor-
porate seal.

(d) Bonds must be noncancellable, ex-
cept as provided in § 256.58 of this part.
Bonds must continue in full force and
effect even though an event occurs that
could diminish, terminate, or cancel a
surety obligation under State surety
law.

(e) Lease bonds must be:
(1) A surety bond;
(2) Treasury securities as provided in

§ 256.52(f);
(3) Another form of security approved

by the Regional Director; or
(4) A combination of these security

methods.
(f) You may submit a bond to the Re-

gional Director executed on a form ap-
proved under paragraph (b) of this sec-
tion that you have reproduced or gen-
erated by use of a computer. If you do
this, and if the document omits terms
or conditions contained on the form ap-
proved by the Associate Director for
Offshore Minerals Management the
bond you submit will be deemed to con-
tain the omitted terms and conditions.

[62 FR 27956, May 22, 1997]

§ 256.55 Lapse of bond.
(a) If your surety becomes bankrupt,

insolvent, or has its charter or license
suspended or revoked, any bond cov-
erage from that surety terminates im-
mediately. In that event, you must
promptly provide a new bond in the
amount required under §§ 256.52 and
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